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RESEARCH ARTICLE

Exploring the Relationship between the Financial
Ratios and the Share Price: Evidence from Bahrain
Listed Financial Institutions
Arpita A. Mehrotra
Royal University for Women, College of Business & Financial Sciences, Riffa, Bahrain

1. Introduction
he main objective of ﬁnancial reporting is to
provide information about the ﬁnancial position and performance of companies. Results and
trends in ﬁnancial reports could affect investor
conﬁdence in ﬁnancial markets. Investors look for
opportunities to invest additional resources in the
most efﬁcient capital markets and one of the main
factors that affect every investor in making his/her
decision is to provide special attention to “stock
price”. Stocks are regarded as the most common and
actively traded securities in ﬁnancial markets and
are seen as a long-term source of funding. However,
Investors tend to be risk-return focused and hence
seek to mitigate the high risk associated with
investing in stocks while maximizing expected
returns by maintaining a preferred level of risk.
Thus, conducting ﬁnancial analysis about the performance of the companies they are investing in
plays a vital role in realizing their investment objectives and base their decisions accordingly.
Bahrain is an emerging economy, and it is
imperative to conduct studies which will beneﬁt
the investor to make rational investments (Doblas
et al., 2020). There have been very few studies
which investigated the main determinants affecting
share prices in the Bahrain ﬁnancial market and
the relationship between ﬁnancial ratios and
ﬁnancial performance of companies in Bahrain. For
instance, Adnan et al. (2021) explored the relationship of the ﬁnancial indicators on the bank's
performance in Bahrain where the study aimed at
evaluating how far the ﬁnancial analysis using
ratios are useful in measuring the actual
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performance. Their results show that the large
bank is more efﬁcient in term of the efﬁciency ratios to generate income by utilizing their full economic resources and give the high efﬁciency ratio
as compared to small bank. Whereas leverage has a
negative impact on the bank's performance
because it creates a burden on the bank to recover
the cost of the capital. The study also found that
there is a signiﬁcant relationship between the bank
performance and non-interest income, loan loss
provisions and return on equity ratios. In addition,
Doblas et al. (2020) conducted a study to determine
if price-to-earnings (PE) and price-to-book (PB)
ratios can be used as predictors for stock market
returns among ﬁnancial institutions listed in
Bahrain Stock Exchange. The ﬁndings reveal that
PE ratio signiﬁcantly predicts stock returns among
publicly listed ﬁnancial institutions stocks in
Bahrain but the inﬂuence of PE ratio to stock return
is inversed, which means that buying stocks with
lower PE ratio is not supported by the study. The
study also concludes that PB ratio signiﬁcantly
predicts stock returns among publicly listed
ﬁnancial institutions stocks in Bahrain and higher
PB stocks signiﬁes the company's ability increase
its revenue and increase the ability of the company
to distribute dividends making it possible to
generate greater future returns. While there is evidence to support that loading PE and PB as predictor of stock returns, but this would generate
estimate parameters that can only show cross and
time ﬁxed effects. Thus, individual time invariant
variables or company and industry speciﬁc factors
do not play a role in the ability of PE and PB ratios
in predicting stock returns.
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Earlier, Asiri and Hameed (2014) have also
investigated why companies listed on Bahrain
Bourse which operate in the same industry, are of
similar size, and report almost the same level of
earnings over the same period are viewed by the
market differently with respect to future earnings
and cash ﬂow potential. Their results concluded that
return on assets (ROA), as a proﬁtability measure,
provides signals to the investors and explains
partially the market to book value and almost all
sectors considered ROA as the main factor in
explaining the market value. The study also found
that ﬁnancial leverage, total assets and market risk
or beta to be signiﬁcant in explaining the market
and that the size of the ﬁrm also has a signiﬁcant
effect on its market value. On the other hand, Najjar
(2013) conducted a study to understand and analyze
the different ﬁnancial ratios which quantify many
aspects of a banking business in Bahrain, by making
comparisons between different types and size of
banking institutions and comparing different time
periods for a bank particular bank. The results
indicate that the variables return on equity, book
value per share, dividend per share, dividend yield,
price earnings, and ﬁrm size are signiﬁcant determinants of share prices in the Bahrain market.
This suggests that investors can make optimum investment decisions and be assured fair returns if
they consider these determinants which have
evolved to be the signiﬁcant contributors to the
market price of shares in Bahrain.
Furthermore, Sharif et al. (2015) have identiﬁed
the main determinants affecting share prices in the
Bahrain ﬁnancial market. The study analyzed 41
companies listed in the Bahrain stock exchange for
the period 2006e2010 and tried to establish a relationship between market price of shares (MPS) and
eight other variables namely return on equity
(ROE), book value of share (BVS), earnings per
share (EPS), dividend per share (DPS), price earnings (PE), dividend yield (DY), debt to total asset
(DA) and ﬁrm size (Log MCAP). The empirical
ﬁndings reveal that all these factors except DY have
a positive and signiﬁcant relationship with MPS.
Leverage also showed an inverse but insigniﬁcant
relationship with market price. Sharif et al. (2015)
have recommended that investors should monitor
the PE ratio, dividend policies (DPS and DY), BVS,
Log MCAP and ROE before they expand their
portfolio. This therefore opens an arena for further
research to encompassing the macro and micro
factors for unfolding a comprehensive idea of factors affecting MPS. The same was also concluded by
Adnan et al. (2021) who indicated that ﬁnancial ratios have a direct effect on banks’ performance in
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Bahrain and as such there should be more research
in this area. Therefore, this study contributes to
exploring the empirical relationship between the
stock prices and ﬁnancial ratios as the microeconomic fundamentals in Bahrain.
Bahrain Bourse is a self-regulated multi-asset
marketplace. It aims to provide the investors, intermediaries, and the issuers of different assets
classes with an inclusive exchange-related facility
including offering listing, trading, settlement, and
depositary services for several ﬁnancial instruments. The stock exchange consists of 42 listed
companies, divided into six different sectors: Commercial Banks, Investment, Insurance, Services,
Hotel & Tourism, and Industrial sector. The ﬁnancial sector represents around 50% of the listed
companies with a current total of 21 listed companies within the Commercial Banks, Investment,
and Insurance sectors (Bahrain Bourse, 2021). This
paper is one of the primary endeavors in research to
explore the empirical relationship between the stock
prices and ﬁnancial ratios as the microeconomic
fundamentals in Bahrain Stock Exchange specifically applied on ﬁnancial institutions listed in
Bahrain Bourse. The ﬁnancial institution companies
have been selected due to the growth path in the
ﬁnancial sector in the Kingdom of Bahrain, as the
banking assets are growing, and investors are taking
note of the favorable and robust regulatory environment. Bahrain's ﬁnancial sector is well-developed and diversiﬁed, as it is the longest established
ﬁnancial center in the Gulf Cooperation Council
(GCC). The sector consists of a wide range of conventional and Islamic ﬁnancial institutions and
markets, including retail and wholesale banks,
specialized banks, insurance companies, ﬁnance
companies, investment advisors, money exchangers,
insurance brokers, securities brokers, and mutual
funds. Therefore, the sector is well-positioned to
offer a wide range of ﬁnancial products and services,
making Bahrain the leading ﬁnancial center in the
Gulf region (Bahrain Association of Banks, 2022).
The ﬁnancial sector is also the largest Bahraini
employer in Bahrain, with Bahrainis representing
67% of the workforce. Generally, 17.9% is the sector
contribution to Bahrain's Gross Domestic Product
(GDP), making it the second largest contributor to
the GDP after the oil sector and one of the key
drivers of the Kingdom's growth (Bahrain Economic
Development Board, 2022). In addition, the
Kingdom of Bahrain is considered as the hub for the
Fintech in the MENA region which will further
strengthen the Kingdom's position as a regional
leader in the ﬁnancial sector. The sector is regulated
and supervised by the Central Bank of Bahrain
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(CBB), which is the single regulator and source of
governance for the entire ﬁnancial system since
2002. The CBB's regulatory requirements are contained in the CBB Rulebook, divided into seven
volumes, each covering a different segment of the
ﬁnancial system (Central Bank of Bahrain, 2022).
This study will contribute to the enhancement of
the investment stance of investors in Bahrain Market by knowing the factors affecting share price,
since this issue was discussed and examined deeply
and effectively in developed market while only few
discussed this matter in emerging market. Investors
are always concerned with investing in stocks, as
they carry higher risks than other investment (i.e.,
bonds). However, stocks offer greater potential for
higher returns. Thus, it comes the need to know the
different factors affecting stock price. Stock investing depends primarily on ﬁnancial data analysis.
Financial and accounting information play a vital
role in describing ﬁrm's performance, one key indicator of company's condition is to look at ﬁnancial
ratios. The price of the stock can be affected by
different factors. Some studies try to identify them.
It is possible to determine two categories of variables that can affect stock prices: macroeconomic
and microeconomic variables. According to Drummen and Zimmermann (1992), the individual characteristics of companies affect up to 50% of stock
prices. This research investigates the dynamic linkages between microeconomic factors and stock
market developments. The mentioned concerns
necessitated the reason for this study that aims at
evaluating the relationship between the ﬁnancial
ratios and share price movements of ﬁnancial institutions listed in Bahrain stock exchange (Bahrain
Bourse), in order to provide investors in emerging
markets like (Bahrain) with in-depth analysis of the
soundness of the performance of the examined
companies in this research and assist in enhancing
their investment strategies. The aim is to examine
the relationship between the ﬁnancial ratios and the
stock prices of selected ﬁnancial institutions listed in
Bahrain Stock Exchange (Bahrain Bourse). Financial
ratios include the earning per share ratio (EPS), the
price to earnings ratio (P/E), the return on assets
(ROA), the return on equity (ROE), and the debt-toequity ratio which is the ﬁnancial leverage ratio. The
study acts as a guide to potential investors in
Bahrain to focus on the factors discussed above
before making investment decisions.
This paper is structured as follows. The literature
review on ﬁnancial ratios and the relationship between the share price and ﬁnancial ratios is provided in the next section. The sample, variable
descriptions and research methodology are

explained in the third section. The fourth section
presents and discusses the results obtained. The last
section provides the relevant conclusions of the
study, implications, and possible recommendations
for future research.

2. Literature review
Many studies have been initiated and directed to
assess the relationships between ﬁnancial ratios and
stock prices or stock returns, mainly on Asia and US
stock markets. The presented literature stipulates
that a linkage between stock prices and microeconomic fundamentals exists and provides theoretical
evidence as well. These theories suggest that stock
prices are altered in response to a number of variables including earnings, return on assets ratio, net
assets, returns on capital employed, debt to equity
ratio, etc (Aayale et al., 2022; Hakim, 2021). Hutabarat and Simanjuntak (2013) reported that stock
price is an extremely critical factor in capital market
activity that plays a vital role in directing investors’
investment decisions. This is mainly because it indicates the achievement of the issuer and provides a
reﬂection of the performance of the issuer
simultaneously.
Theoretically speaking, “stock price equals existing value of expected dividend proﬁt that will be
received in the future” (Saiedi, 2005). In similar
context, stock has been deﬁned as “the residual
corporate interest that bears the ultimate risks of
loss and receive the beneﬁt of success” (Kieso et al.,
2007, p. 127). Other researchers showed successful
attempts to develop their own deﬁnitions of stock
price such as Nurmayanti (2010) who described it as
the market price and the selling price of one
investor to another. Tandelilin (2010) argued that
stock is considered as an asset's ownership proof of
the company that issued the stocks. More clearly,
Tandelilin (2010) views stocks as securities being
traded on the stock market and are issued by listed
companies and he believes that stocks owners are
regarded as part owners of the company.
Lee and Lee (2008) stated that stock market act as
vital source in increasing companies' capital. It is
essential and highly important to understand factors
affecting it. Nowadays, ﬁnancial ratios are used to
predict future stock price. According to Arkan
(2016), ﬁnancial ratios are considered to be the
simplest and oldest tool in measuring ﬁrm's performance and are utilized by internal and external
users to base their decisions and investment strategies primarily. McLaney and Atrill (2020) asserted
that ﬁnancial ratios provide a quick and comparatively adequate way to assess the ﬁnancial
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performance and soundness of a business. Such
ratios typically summarize and give an interpretation of the performance of the company with an
indication of signiﬁcant changes, and hence could
be regarded as an essential step in conducting more
detailed ﬁnancial analysis for the purpose of
investing in stocks (Aayale et al., 2022; Alswalmeh &
Qaqish, 2021; Adnan et al., 2021; Rawan, 2021). In
addition, these ﬁnancial ratios have been alternatively called accounting ratios by Nobes et al (2008)
with a justiﬁcation that they explain the relationship
of speciﬁc items of ﬁnancial statements.
2.1. Earnings per share and stock price
Earnings per share (EPS) is broadly considered as
a proﬁtability ratio used to measure ﬁrm performance. The concept itself has been area of concentration of many studies where researchers went
through deﬁning and explaining EPS as one of the
microeconomic fundamentals of the company
(Corporate Finance Institution, 2022). Larson (2001)
stated that earnings per share, also named net income per share, refers to the amount of income
earned per share of the company's outstanding
common stock. This implies that earnings per share
can be regarded as “net income per share which is
the amount of revenue generated from each of the
company stocks that usually deposited by the
company”. (Larson, 2001). Jogiyanto (2010) reported
that EPS could be deﬁned as a way to measure
beneﬁts attributed to shareholders in the company.
He also believed that EPS is among one of the most
important information for investors as well as
analysis of securities. It is also consented that EPS
demonstrate whether a company is having losses or
proﬁts in a period based on the accrual calculation
and gages how successful the business activities of
the company are. In other words, EPS is a ratio that
indicates how much proﬁt (return) per share is obtained by investors or shareholders (Septiari &
Nasution, 2017). Niswonger (2000) stressed that
proﬁtability of the company in some cases can be
identiﬁed through earnings per share as it reﬂects
the company's proﬁtability on each share. Obviously, the deﬁnition of EPS by various researchers
reveals one concept and only differs in wordings.
According to Simamora (2000), EPS is expressed as
the ratio between ﬁrm's generated revenue (net income) and the total number of outstanding stocks.
Researchers had a consensus that EPS metric is
one of the most signiﬁcant factors that determines
share's price. In the Gulf region, Al-Tamimi et al.
(2011) examined the inﬂuence of EPS on UAE stock
market using the regression model for 17 companies
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from 1990 to 2005. The ﬁndings showed strong
impact of EPS on share price. Moreover, Ikhatua
(2013) conducted a study to ascertain whether accounting information affect stock volatility in the
Nigerian capital market or not. Their ﬁndings
showed that accounting information impacts stock
volatility. These results are consistent with what
Wang et al. (2013) found from their study which
involved 61 listed companies in Shanghai Stock
Exchange where they concluded that there is positive association between accounting information
especially the effect of EPS on stock price. Furthermore, Menike and Prabath (2014), indicated that
EPS has signiﬁcant impact on share price after
testing 100 companies listed in Colombo Stock Exchange from 2008 to 2012 using simple and multiple
regression. Likewise, Talamati and Pangemanan
(2015) veriﬁed the existence of signiﬁcant positive
impact of EPS on share price and recommended
paying attention to this variable when investing in
stocks. The same conclusion was reached by Ozturk
and Karabulut (2020) who studied the relationship
between ﬁnancial ratios and the technology and
telecommunication stock returns listed on the
Istanbul Stock Exchange. Since technology and
telecommunication sector has become an important
part of the Turkish economy and is attractive for
investors and shareholders, the results play a critical
role for all stakeholders. According to their empirical ﬁndings, EPS has statistically signiﬁcant effects
on technology and telecommunication companies'
stock returns. Higher EPS ratio generates higher
returns for the following periods. Accordingly, the
ﬁrst hypothesis to be tested in this study include:
H1. There is signiﬁcant relationship between EPS
and market share price.Null hypothesis “H01”:
There is no signiﬁcant relationship between EPS
and market share price.
2.2. Price to earnings ratio and stock price
Fernando (2022) and Corporate Finance Institution (2022) deﬁned the Price Earnings Ratio (P/E
Ratio) as the relationship between a company's stock
market price and EPS. They both conﬁrmed that P/E
is a popular valuation ratio used by investors to
assess the value of the company. They also stressed
that it expresses the market's expectations and reﬂects the price an investor must pay per unit of
current or future earnings. This deﬁnition of P/E
ratio has been also conﬁrmed by Sangaji (2003) and
Tandelilin (2010) who further suggested that “P/E
provide a benchmark of the stock so it is easier to
make estimates that will be used as input in the
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price earnings ratio”. Additionally, Septiari and
Nasution (2017) argued that P/E shows the market's
appreciation towards the company's ability to
generate earnings. The latest researcher ascertained
that high P/E provides an indication of a signiﬁcant
futuristic achievement and performance of companies. Consequently, high P/E ratio denotes that
investor are eager to pay a premium for the company's stock price, which ultimately provides a
signal on the impact this ratio draws in affecting
stock returns of listed companies.
Various studies concluded with evidence that a
relationship exists between stock returns and P/E
ratio. Cases revealed companies with low P/E ratio
outperforms those with high P/E ratio. This reservation is suggested because stocks investors would
likely bid the prices too high for stocks with high P/
E ratios representing growth stocks. Sharif et al.
(2015) who investigated the relationship between P/
E ratio and share price in Bahrain stock exchange,
discovered that there is a positive relationship between P/E ratio and share price. Similarly, a study
by Arkan (2016) of Kuwait ﬁnancial market included
12 ratios where 4 of them passed the test and
considered to have an impact on share price, and
one of these ratios is P/E ratio. In addition, Doblas
et al. (2020) conducted a study to determine if P/E
and price-to-book (P/B) ratios can be used as predictors for stock market returns among ﬁnancial
institutions listed in Bahrain Stock Exchange. The
ﬁndings reveal that P/E ratio signiﬁcantly predicts
stock returns among publicly listed ﬁnancial institutions stocks in Bahrain but the inﬂuence of P/E
ratio to stock return is inversed, which means that
buying stocks with lower P/E ratio is not supported
by the study. Accordingly, the second hypothesis to
be tested in this study include:
H2. Price to earnings ratio has signiﬁcant impact on
market price of share.Null hypothesis “H02”: Price
to earnings ratio has insigniﬁcant impact on market
price of share.

company is earning more money on less
investment.
The impact of ROA volatility has been an area of
concentration by many researchers with different
perspectives. Different methods have also been
applied in measuring its effects on stock volatility. A
study by Hakim (2021) investigated the effect of
ROA on share prices in banking companies listed on
the Indonesia stock exchange for the period
2012e2016. The results show that partially there is a
signiﬁcant effect of ROA on stock prices. In addition,
the study by Alswalmeh and Qaqish (2021) aims to
test the ability of the ﬁnancial ratios to predict the
index of the banking sector in Amman Stock Exchange using yearly data during the period between
2000 and 2014. The ﬁndings revealed that the
ﬁnancial ratios can predict the index of the banking
sector in Amman stock exchange and dictate a statistically signiﬁcant positive relationship between
ROA with the banking sector index in Amman Stock
Exchange. This was also conﬁrmed in the study by
Arkan (2016) who examined the effect of ﬁnancial
ratios (i.e., ROA) in Kuwait ﬁnancial market. His
ﬁndings clearly reported that ROA works effectively
in determining share price. Furthermore, Aayale
et al. (2022) have run a multiple linear regression in
a panel data analysis using the ﬁnancial data of
commercial banks listed on the Casablanca Stock
Exchange from 2011 to 2020. The results show that
the level of proﬁtability of banks, measured by ROA,
is strongly linked to the operating coefﬁcient, and
with indicators of asset quality and liquidity. These
results raise an often-asked question about the efﬁciency of the Moroccan Stock market. Accordingly,
the third hypothesis to be tested in this study
include:
H3. Return on assets ratio has signiﬁcant impact on
the market share price.Null hypothesis “H03”: Return on assets ratio has insigniﬁcant impact on
market price of share.
2.4. Return on equity and stock price

2.3. Return on assets and stock price
Return on assets (ROA) has been deﬁned by
Hargrave (2022) as a proﬁtability ratio indicating
how proﬁtable a company is in relation to its total
assets. In other words, ROA shows the efﬁciency of
company in utilizing its assets to generate earnings
(Arkan, 2016). Corporate Finance Institution (2022)
deﬁnes ROA as a ﬁgure to gage the success and
effectiveness of the company in converting its
invested money into net income. It also suggests the
higher the ROA number, the better, because the

According to Sugiyanto et al. (2021), return on
equity (ROE) is considered to be a proﬁtability ratio
that is planned to measure the level of effectiveness
of management in term of the company's activities
which is reﬂected in returns for the investment. In
other words, ROE measures the company's overall
performance and efﬁciency in the management of
liabilities and capital. Simultaneously, Kabajeh et al.
(2012) reported that ROE as a proﬁtability ratio is a
way to show the explanation regarding how effective the management of the company has been in
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generating proﬁts. This ratio also acts as a measure
of whether the owner or shareholder can obtain a
sensible rate of return on their investment.
Otekunrin et al. (2019) has reported a positive
relation between ROE and the stock price developments. The same was also conﬁrmed by
Kabajeh et al. (2012). These studies concluded that
ROE is considered to be highly useful for both
shareholders and for potential shareholders as well
as for management since the ratio is an important
indicator of shareholder's value creation, meaning,
the higher the ratio, the higher the value of the
company, it is certainly an attraction for investor to
invest in the company. On the other hand, and as
mentioned earlier, Alswalmeh and Qaqish (2021)
tested the ability of the ﬁnancial ratios (ownership
ratio, liquidity ratio, debt ratio, stock turnover ratio,
return on equity ratio, return on total assets ratio,
and market value to book value ratio) to predict the
index of the banking sector in Amman Stock Exchange. The ﬁndings of the study showed a statistically signiﬁcant negative relationship between,
return on equity ratio and the banking sector index
in Amman Stock Exchange. Furthermore, Accordingly, the fourth hypothesis to be tested in this study
include:
H4. Return on equity ratio has signiﬁcant impact on
the market share price.Null hypothesis “H04”: Return
on equity ratio has insigniﬁcant impact on market price
of share
2.5. Liability to equity and stock price (ﬁnancial
leverage)
Financial leverage ratio mainly aims to measure
the extent to which the company uses debt. According to Corporate Finance Institute (2022), there
are several different leverage ratios that may be
considered by market analysts, investors, or lenders.
Some accounts that are considered to have signiﬁcant comparability to debt are total assets, total equity, operating expenses, and incomes. This ratio can
also be referred to as the solvency ratio, which
measures the ability of the company to meet its
ﬁnancial obligations (Kamar, 2017). Although theories suggest the presence of a relationship between
ﬁnancial leverage and share prices, empirical studies
showed conﬂicting results regarding the nature of
this relationship which makes it far from agreed
upon. For instance, Chowdhury and Chowdhury
(2010) conducted a study on 77 non-ﬁnancial ﬁrms in
Bangladesh during period the of 1999e2003 using
time series regression model. They believe that long-
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term debt to total asset has positive but insigniﬁcant
impact on the share price. Furthermore, a study done
by Hussainey et al. (2011) examined UK public
companies for 10 years and the results showed
strong positive relationship between debt and share
price volatility reﬂecting the fact the higher the debt
the higher the volatility in stock price. These results
are in line with what Kohansal et al. (2013) who
analyzed companies listed in Iran stock exchange for
food industry from 1992 to 2010. Their results indicated strong positive relationship between debt and
share price. This opinion was also supported by
Karimi (2020) conducted a study to investigate the
effect of ﬁnancial leverage on the stock price volatility trend in listed companies in Tehran stock exchange for the period 2011e2018 using systematic
elimination method. The results of data analysis
showed that ﬁnancial leverage capital has signiﬁcant
effect on the trend of stock price volatility in listed
companies in Tehran stock exchange.
On the other hand, some researchers believe that
investors are risk averse and are not willing to invest
in risky companies which will therefore affect share
price negatively. For instance, Barakat (2014) examined the impact of ﬁnancial leverage on market
value of share price from 2009 to 2012 on Saudi industrial companies. He observed that leverage
which used as a proxy for debt ratio has insigniﬁcant
and weak negative relationship with share price.
The author further argues that long-term liabilities
to total asset have statistical signiﬁcance in the
determination of share price in Saudi industrial
companies. The same results were also obtained by
Sharif et al. (2015) who found negative relationship
between debt-to-equity ratio and share price. These
results are consistent with Iqbal et al. (2016) who
examined the impact of different leverage measures
on the share price of cement sector in Pakistan stock
exchange. The results indicate that debt ratio and
degree of ﬁnancial leverage is negatively determining the share price. The results also show an
insigniﬁcant relation between leverage and stock
returns of the ﬁrms listed in Amman stock exchange. This is also conﬁrmed by Mustafa et al.
(2017) who investigated that there is no statistically
signiﬁcant inﬂuence of ﬁnancial leverage on stock
returns of the non-ﬁnancial sector listed companies
in the emerging markets. Accordingly, the ﬁfth hypothesis to be tested in this study include:
H5. Financial leverage ratio has insigniﬁcant impact
on market price of share.Null hypothesis “H05”:
Financial leverage ratio has no signiﬁcant impact on
market price of share.
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2.6. Firm size and stock price (total assets)
The size of the ﬁrm is another variable considered
to be relevant to the share price. It is measured by
companies’ total assets. Firm size can be measured
by the total of assets it owns. If the company has a
large number of assets, then the company can be
categorized as a large company. Sugiyanto et al.
(2021) indicate that companies with large total assets
will get more attention from investors, creditors,
and other users of ﬁnancial information. In addition,
management will be more ﬂexible in using existing
assets to increase company value. The study by
Allahawiah and Al Amro (2012) in Amman stock
exchange found a positive relation between the ﬁrm
size and share price, i.e., the greater the size the
higher the stock price. This also was conﬁrmed in a
study by Vedd and Yassinski (2015) involving 700
companies traded in Latin America for 10 years.
Similarly, Iqbal et al. (2016) examined the impact of
different leverage measures on the share price of
cement sector in Pakistan stock exchange during the
period of 2005e2015. The results of the study indicate that ﬁrm size has signiﬁcant positive impact on
the share price.
Firm size has also been found to have a negative
impact on stock returns, given that high risks are
more likely to be experienced by large ﬁrms than
small ﬁrms. Thus, the larger the size of a ﬁrm, the
higher possible risks a ﬁrm may experience, which
leads to a decrease in stock returns. This has been
conﬁrmed by Berggren and Bergqvist (2015) who
conducted a study on 50 Swedish ﬁrms from 2009 to
2013. These ﬁndings area also consistent with the
study by Al-Manaseer (2020) who analyzed the
relationship between capital structure and stock
returns of Jordanian banks listed on the Amman
Stock Exchange from 2009 to 2018. This study has
found that liquidity and ﬁrm size have a negative
impact on stock returns. Accordingly, the sixth hypothesis to be tested in this study include:
H6. There is signiﬁcant relationship between ﬁrm's
total assets and market share price.Null hypothesis
“H06”: There is insigniﬁcant relationship between ﬁrm's
total assets and market share price.

3. Methodology
This paper uses a secondary data to empirically
examine the relationship between the ﬁnancial ratios and stock price movement in emerging markets
to be applied in Bahrain. A sample of 19 ﬁnancial
institutions out of 23 listed ﬁnancial institutions. The
set data is collected for 7 years for a period starting

2012 to 2018 obtained from the companies' websites
beside yearly share price (yearend share price, 31
December) obtained from Bahrain Bourse website.
Data after 2018 would have been affected by Covid19 and as such were not considered for the purpose
of this study. The sample includes 19 ﬁnancial institutions listed in Bahrain Bourse representing the
ﬁnancial sector. Financial institutions been chosen
for this study because the ﬁnancial sector represents
the majority of listed companies in Bahrain Bourse,
and it is the most volatile contributing to its activeness. Bahrain's position as a regional ﬁnancial center
has been essential to the development of its economy where the ﬁnancial sector has come to play a
signiﬁcant role in economic activity and employment creation. The ﬁnancial sector is currently the
largest non-oil contributor to GDP representing
17.7% of real GDP in Q4 of 2021 showing an increase
from the 16.1% in 2019 and 16.9% in 2018. Bahrain is
also considered the GCC's longest established
ﬁnancial center with 40 years of experience.
Accordingly, a study on how this sector behaves in
the ﬁnancial market is vital in understanding the
characteristics of a unique type of ﬁnancial market
in terms of regulation and market conditions. In
addition, this study aims to have sufﬁcient knowledge about the impact of ﬁnancial ratios on share
price and to guide investors in Bahrain in taking
better decisions concerning the factors affecting
stock price. The ﬁrm's stocks have been traded from
2012 to 2018. This research used secondary data
from annual reports, speciﬁcally ﬁnancial statements (i.e., balance sheet and income statement) for
7 years period starting 2012 until 2018, obtained
from the companies' websites beside yearly share
price (year-end share price, 31 December) obtained
from Bahrain Bourse website.
Financial ratios were observed to be indicators of
stock price in many studies. Based on the discussion
provided in the literature review, 5 ﬁnancial ratios
beside the ﬁrm's size are selected as independent
variables to serve the research objectives and are
discussed below:
Share price (dependent variable): is the price of an
individual share in a company, it is determined by
forces of supply and demand, and it is always ﬂuctuating (Menaje, 2012). For the purpose of the study,
share price refer to the closing price of a share as of
31 December.
Earnings per share (independent variable): it is a
measurement tool that brings both income and equity together. It measures ﬁrm's proﬁtability and
performance and must be disclosed in the face of
income statement for public listed companies
(Menaje, 2012). Herdinata et. al (2013) added that
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EPS is the net proﬁt ready to be distributed to
shareholders and Ozturk and Karabulut (2020) has
conﬁrmed that the higher the EPS the more income
for investors, i.e., the higher the stock returns.
Price to earnings ratio (independent variable): it is a
valuation ratio, measured by dividing share price by
EPS. Various studies have concluded with evidence
that a relationship exists between stock returns and
P/E ratio (Arkan, 2016; Doblas et al., 2020).
Return on assets (independent variable): it is considered as determinant of ﬁrm's proﬁtability; it shows
how the company manages to use it assets in efﬁcient way to generate proﬁt. The ﬁndings of several
studies clearly reported that ROA works effectively
in determining share price (Aayale et al., 2022;
Arkan, 2016; Hakim, 2021).
Return on Equity (independent variable): it is a
ﬁnancial ratio that measures the company's effectiveness in managing its liabilities and capital. Some
studies have already reported a positive relation
between ROE and the stock price developments
(Alswalmeh & Qaqish, 2021; Otekunrin et al., 2019;
Kabajeh et al.,2012).
Liability to equity ratio (independent variable): it is a
measure of ﬁnancial leverage; it is calculated by
dividing total liability by total shareholders’ equity.
It also measures the ability of the company to meet
its ﬁnancial obligations (Kamar, 2017). Empirical
studies have showed conﬂicting results regarding
the nature of relationship between ﬁnancial
leverage and share prices with some studies
concluding that ﬁnancial leverage capital has signiﬁcant effect on the trend of stock price volatility
(Hussainey et al., 2011; Karimi, 2020; Kohansal et al.,
2013). Other studies have observed that leverage has
insigniﬁcant and weak negative relationship with
share price (Iqbal et al., 2016; Mustafa et al., 2017).
Firm's size (independent variable): There are lots of
measures for ﬁrm size, but in this paper a company's total assets is used to measure it (Sugiyanto
et al., 2021). Several studies have found that ﬁrm
size has a signiﬁcant impact on the share price,
where the effect is either positive (Iqbal et al., 2016;
Vedd & Yassinski, 2015), or negative (Al-Manaseer,
2020; Bergrren and Bergqvist, 2015).
In order to examine the relationship between
dependent and independent variables, descriptive
statistics method, multiple regression and Pearson's
correlation methods were used in line with previous
studies. The general model intended to be
employed in this study to test the hypothesis is as
follows:
Y (share price) ¼ b0 þ b1 (EPS) þ b2 (P/E) þ b3
(ROA) þ b4 (ROE) þ b5 (Lever) þ b5 (Size) þ e

Where:
Y ¼ share price.
EPS ¼ Earnings per share.
P/E ¼ Share price/Earnings per share.
ROA ¼ Return on assets.
ROE ¼ Return on Equities.
Lever ¼ Total liability/Total Shareholder's Equity,
(Financial leverage).
Size ¼ Total assets
e ¼ Error term.
The validity of the research describes the extent to
of reliability of the ﬁndings from any research efforts and if the ﬁndings accurately represent the
situation under investigation (Saunders et al., 2009).
Hence and in order to achieve credible results and
ensure no personal bias creeping into it, the data of
this research is gathered from reliable sources.
Mainly from annual reports and ﬁnancial statements available on the websites of the ﬁnancial institutions listed in Bahrain stock exchange (Bahrain
Bourse) as the sample of this study as well as from
Bahrain Bourse website.

4. Results and discussion
This section presents the results of the empirical
study using different analysis and tests. Several tests
are applied using SPSS to investigate the relationship between selected ﬁnancial ratios and share
price, starting with descriptive statistics method,
then Pearson's correlation methods to discover the
level of relationship between the variables and
ﬁnally multiple regressions.
4.1. Descriptive statistics
Table 1 below shows the summary of the research
hypothesis and variables and Table 2 provides a
Table 1. Summary of research hypothesis and variables.
Variables

Deﬁnition

Dependent variable:
Stock Price
Closing share price as at
31st December for
the years studied
Independent
variables:
EPS
Net Income/Number
of shares outstanding
P/E
Share price/EPS
ROA
Net income/Total assets
ROE
Net income/Total
shareholders' equity
Financial Leverage
Total Liability/Total
shareholders' equity
Firm's Size
Total assets

Expected Sign

þ
þ
þ
þ
þ
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Table 2. Descriptive statistics.
Financial Ratio

N

Minimum

Maximum

Mean

Std. Deviation

Share Price
EPS
P/E
ROA
ROE
Financial leverage
Total Assets in BD

133
133
133
133
133
133
133

0.03196
0.10152
88.94230769
0.194463748
0.518828032
0.181914467
26,167,239

0.825
0.45
501.9607843
0.092775815
0.439264874
23.90187506
13,386,356,529

0.252018571
0.025327221
21.3083975
0.014197555
0.055593825
3.745919925
2,203,168,906

0.201428027
0.048231656
54.59438084
0.030387566
0.113067526
3.879480479
3,325,403,220

summary of the descriptive statistics. The data
covers 19 companies listed in Bahrain Bourse, tested
for 7 years’ period giving 133 total observations. As
shown in Table 2 above, share prices, share prices
are ranging from 0.03196 to 0.825 with 0.20142 in
standard deviation indicating medium level of
ﬂuctuating and differences among companies. The
standard deviation of return on assets is the lowest
among the variables, which shows that managers
are utilizing their assets in similar efﬁciency. However, earning per share also reported low standard
deviation, which indicates insigniﬁcant differences

and greater similarities in the level of earning
distributed to shareholders by companies. Moreover, it can be noticed that there is a wide variation
in the minimum and maximum values of total assets; this implies that selected companies differ to
some extent in terms of their size. In addition,
ﬁnancial leverage reported 3.8794 in standard deviation, which is regarded to be medium, and this
indicates moderate difference in the level of debt
used by companies.
A correlation measures how well are the variables
related to each other; a Pearson's correlation is one

Table 3. Pearson's correlation test. **. Correlation is signiﬁcant at the 0.01 level (2-tailed).
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Table 4. Summary of correlation test.
Explanatory Variables

Expected Sign

Sign Obtained from
the model

EPS
P/E
ROA
ROE
Financial Leverage
Size (Total Assets)

þ
þ
þ
þ
þ

þ
þ
þ
No relation

of the most common correlation tests. This test
measures the linear correlation between the variables, which are share price, and ﬁnancial ratios in
this case. The value should be between 1 and 1. If
the value was 1 it is total positive linear correlation,
0 implies that there is no linear correlation and if the
value is equal to 1 then it shows a total negative
linear correlation.
Table 4 summarizes the relationship between
dependent and independent variables which resulted from the Pearson's correlation test shown in
Table 3. The relationship between the share price
and the ﬁnancial ratios is explained as follows:
Association between share price and EPS: it can be
concluded form the above table that there is a positive relationship between the two variables. This
means that the variables move in the same direction
in strong way. In other words, when EPS increases,
the share price rises too and vice versa. This result is
consistent with the studies mentioned in the literatures review as researchers had a consensus on the
existence of positive correlation between EPS and
share price, which includes the study of Ozturk and
Karabulut (2020), Talamati and Panagemanan (2015),
Menike and Prabath (2014), and Wang et al. (2013).
Association between share price and P/E ratio: the
Pearson's correlation indicates a negative relationship between the two variables, which means that
they move in opposite directions as higher P/E ratio
leads to lower share price. This result matches the
ﬁndings of Doblas et al. (2020), Keim (1990), and
Dowen and Bauman (1986) who suggested the existence of a slightly negative relationship between
the two variables where cases revealed companies
with low P/E ratio outperforms those with high P/R
ratio. This been justiﬁed as higher P/E ratio implies
higher volatility and entails more risk and the share
prices will suffer if the expected growth in the
earnings does not occur. This is inconsistent with
the ﬁndings of other studies which revealed that
there is a positive relationship between P/E ratio
and share price (Arkan, 2016; Sharif et al., 2015).
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Association between share price and ROA: The correlation ﬁgure of 0.418 between the two examined
variables is interpreted as moderately positive correlation. This means that the share price deems to
move in the same direction of ROA. This is
conﬁrmed by studies conducted in stock exchanges
in different countries where the ﬁndings revealed
the existence of positive relationship between ROA
and share price, e.g., Aayale et al. (2022) in Casablanca stock exchange and Hakim (2021) in
Indonesia stock exchange.
Association between share price and ROE: the test
shows a moderately positive relationship between
share price and ROE where the share price moves in
the same direction and manner of ROE. This is
consistent with the study of Otekunrin et al. (2019)
and Kabajeh et al. (2012). On the other hand, the
ﬁndings of the study by Alswalmeh and Qaqish
(2021) has shown a negative relationship between
return on equity ratio and the banking sector index
in Amman stock exchange.
Association between share price and ﬁnancial leverage:
as expected the test revealed negative correlation
between share price and debt to equity ratio, which
means the higher the leverage the lower the share
price and vice versa. This result tallies with the
ﬁndings of Iqbal et al. (2016) and Sharif et al. (2015).
This is inconsistent with the ﬁndings of some
studies which have shown positive relationship between debt and share price volatility reﬂecting the
fact the higher the debt the higher the volatility in
stock price (Hussainey et al., 2011; Kohansal et al.,
2013).
Association between share price and size: the Pearson's correlation indicates that there is no relation
between total assets and share price. In other words,
this mean that the ﬁrm size in terms of assets does
not affect the share price. This result was not
excepted as the literature review for this ﬁnancial
ratio consisted of two views, where some researchers agreed on a positive correlation (e.g.,
Iqbal et al., 2016; Vedd & Yassinski, 2015), and
others suggested a negative correlation (e.g., AlManaseer, 2020; Bergrren and Bergqvist, 2015).

Table 5. Model summary. A. Predictor: (constant), ﬁrms’ size (total
assets), return on assets, returns on equity, return on price to earnings,
earnings per share, ﬁnancial leverage (debt to equity ratio).
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4.2. Regression analysis
Finally, data regression analysis was prepared
(which is our general model), in order to examine
the relationship between dependent and independent variables and the strength of such relationships. Results were carried at 1% signiﬁcance level.
The results of the regression model are shown
below.
As Table 5 shows, R Square equals to 0.346 which
means that 35% of the variation in stock price in
Bahrain is explained by the variables mentioned in
this study.
Table 6 below shows that F value equals to 11.116
with signiﬁcance of 0.000. The P- value (i.e., sig) is
less than 0.01, which provides evidence that the
model is well ﬁt and there is signiﬁcant difference
between the means of the variables.
The relationship between dependent and independent variables developed from the regression
analysis is explained as follows (See Table 7 and 8):
Association between share price and EPS: The results
as displayed in the above table shows positive signiﬁcant relationship between the variables, indicating that these variables move in the same
manner. The P-value is equal to 0.000 which is less
than a (0.01) and so there is a signiﬁcant relationship
between the variables which means to reject the null
hypothesis “H01: There is no signiﬁcant relationship
between EPS and market share price”. This is consistent
with what have been found in the study by Ozturk
and Karabulut (2020), Talamati and Panagemanan
(2015), and Menike and Prabath (2014).

Association between share price and P/E ratio: Results
show a negative relationship between share price
and P/E ratio. The P-value is equal to 0.913 which is
higher than a (0.01), so there is a weak (insigniﬁcant)
negative relationship between the variables. Hence,
to accept the null hypothesis “H02: Price to earnings
ratio has insigniﬁcant impact on market price of share”
and reject the alternative hypothesis “H2: Price to
earnings ratio has signiﬁcant impact on market price of
share”. This result differs from the literature review
as most of the researchers had a consensus on a
signiﬁcant relationship between the two variables
(e.g., Arkan, 2016; Doblas et al., 2020).
Association between share price and ROA: The above
table shows positive relationship between share
price and ROA. The P-value is equal to 0.459 which
is more than a (0.01), so there is an insigniﬁcant
positive relationship between the variables. Hence,
to accept the null hypothesis “H03: Return on assets
ratio has insigniﬁcant impact on market price of share”.
This result was also reached by Asiri and Hameed
(2014) who examined listed ﬁrms in Bahrain stock
exchange. On the other hand, the ﬁndings of this
study are inconsistent with the ﬁndings of Aayale
et al. (2022), Alswalmeh and Qaqish (2021), Hakim
(2021) and Arkan (2016) who conﬁrmed that there is
a strong signiﬁcant relationship between share price
and ROA.
Association between share price and ROE: The results
show a positive relationship between the variables,
and the P-value is equal to 0.098 which is greater
than a (0.01), so there is an insigniﬁcant negative
relationship. This means to accept the null

Table 6. Analysis of variation (ANOVA). A. Dependent Variable: Share Price in BD. B. Predictors: (Constant), Firm's Size (Total Assets), Returns on
Assets, Price to Earnings, Earnings Per Share, Financial Leverage (Debt to Equity Ratio), Returns on Equities. (see Tables and 7 and 8).

Table 7. Coefﬁcients.
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Table 8. Summary of regression model.
Explanatory Variables

Expected Sign

Sign Obtained
from the model

EPS
P/E
ROA
ROE
Financial Leverage
Size (Total Assets)

þ
þ
þ
þ
þ

þ
þ
þ
-

hypothesis “H04: Return on equity ratio has insigniﬁcant impact on market price of share” and reject the
alternative hypothesis H4: Return on equity ratio has
signiﬁcant impact on market price of share. This means
when ROE increase, share price will decrease. This
result is inconsistent with the ﬁndings reached by
Alswalmeh and Qaqish (2021) who conﬁrmed the
existence of a signiﬁcant negative relationship between the variables.
Association between share price and ﬁnancial leverage:
The results show a negative relationship between
the variables, and the P-value is equal to 0.825 which
is greater than a (0.01), so there is an insigniﬁcant
negative relationship. This means to accept the null
hypothesis “H05: Financial leverage ratio has no signiﬁcant impact on market price of share” and reject the
alternative hypothesis H5: Financial leverage ratio has
signiﬁcant impact on market price of share. The same
results were reached by Mustafa et al. (2017), Iqbal
et al. (2016) and Barakat (2014) who found an
insigniﬁcant relationship between leverage and
share price. On the other hand, some studies have
shown signiﬁcant positive relationship between
debt and share price volatility reﬂecting the fact the
higher the debt the higher the volatility in stock

price (Hussainey et al., 2011; Karimi, 2020; Kohansal
et al., 2013).
Association between share price and ﬁrm size (total
assets): The above table shows negative relationship
between the variables and since the p-value is 0.197
which is greater than a (0.01), then there is an existence of an insigniﬁcant relationship. This means
to accept the null hypothesis “H06: There is insigniﬁcant relationship between ﬁrm's total assets and market
share price” and reject the alternative hypothesis “H6:
There is signiﬁcant relationship between ﬁrm's total assets and market share price”. The results are consistent
with the ﬁndings of the studies by Al-Manaseer
(2020) and Bergrren and Bergqvist (2015). However,
these ﬁndings are inconsistent with the results
revealed in the study by Iqbal et al. (2016) where
they conﬁrmed that ﬁrm size has a signiﬁcant positive impact on the share price.
Therefore, from the results it can be seen that the
regression model obtained is:
Y ¼ 0.199 þ 1.769 EPS -2.948E-5 PE þ 0.578 ROA
þ0 .358 ROE - 0.001 Lever - 6.867E-12 Size þ e
The graphs below demonstrate the research
ﬁndings of the relationship between the share price
and each selected ﬁnancial ratio:
According to the data analysis, it is found that
earning per share is considered to be a ratio that
determines the share price of the selected companies. In both methods, the ﬁndings show signiﬁcant positive relationship with stock price, as
earning per share increase share price increases and
vice versa (Fig. 1). If EPS increases by 1% the share
price will increase by 1.769%. Investors focus primarily in analyzing ﬁrm's proﬁtability especially

P/E & share price

EPS & Share Price

y = 2.2181x + 0.1958
R² = 0.28222
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Fig. 1. The relationship between earnings per share (EPS) and share
price.
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Fig. 2. The relationship between price/earnings ratio (P/E) and share
price.
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ROA & Share Price

Financial Leverage & Share Price

y = 2.769x + 0.2127
R² = 0.17443
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Fig. 3. The relationship between return on assets (ROA) and share price.

earnings whether past or future, company having
high EPS provides higher opportunity to gain income for investors and hence higher dividends
because it depends highly on ﬁrm proﬁt. Therefore,
investors should consider the earnings of the company before investing, additionally they should
keep up with all earnings announcement to know
the performance and proﬁtability of a ﬁrm and to be
able to compare current and historical earnings and
simultaneously forecast future earnings.
When it comes to ﬁnancial leverage ratio, it must
be considered by investors, as it showed negative
effect on share price in both methods. When debts
increase, share price seems to decrease and vice
versa (Fig. 5). If leverage increases by 1% the share
price will decrease by 0.001%. Companies carrying
more debts are risky companies and rationally investors are not willing to take risk and invest in a

ROE & Share Price

y = 0.7417x + 0.2108
R² = 0.17327
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Fig. 4. The relationship between return on equity (ROE) and share price.
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Fig. 5. The relationship between ﬁnancial leverage and share price.
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Fig. 6. The relationship between ﬁrm's size and share price.

company with high level of debts. Thus, investors
seeking to invest in Bahrain stock exchange should
consider low leverage companies. In term of
returns on assets and return on equity, correlation,
and regression models both gave positive ﬁndings
(Figs. 3 and 4). The ﬁndings showed moderately
positive relationship with share price as ROA and
ROE are proﬁtability ratios and have a direct effect
on ﬁrm's performance and hence, they have an
impact on the share price. Finally, price earnings
have negative and insigniﬁcant impact on share
price (Fig. 2), while the ﬁrm size showed no correlation with the stock price but negative regression ﬁndings (Fig. 6). Therefore, investors should
take into consideration that the effect of these two
variables will not contribute positively to the share
price.
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5. Conclusions
As the investment mentality has been growing
recently by investing in stock markets, many studies
have put efforts and pay huge attention to investigate the factors that affect the share price; especially
in the developed capital markets in order to assist
investors in their investment decisions. This
research has been developed to gage whether the
selected ﬁnancial ratios can provide any explanation
or any relation to the variation in the ﬁrm's value
(i.e., share price) in developing countries such as
Kingdom of Bahrain. This will help the potential
investors in Bahrain stock exchange by highlighting
the variables that affect stock prices successfully as it
is an ultimate quest for all investors to generate
higher returns on their investments.
The research examined 19 companies from the
ﬁnancial institution sector listed in Bahrain Bourse
for a time frame of seven years commencing from
2012 till 2018. SPSS technique was used, and six
hypotheses were developed and tested. The main
result of this study provided that EPS as a proﬁtability ratio has the most impact on share price as it
has signiﬁcant positive relationship with it and can
be used as predictor to explain the variation on
share price and hence it should be considered by
both investors and companies. Financial leverage as
well found to be a good indicator of share price to
some extent as results showed insigniﬁcant negative
relationship between ﬁnancial leverage and share
price. Initially, this was expected as companies with
higher leverage are considered to be risky companies by investors who are not willing to invest in
risky investments. Moreover, results regarding ROA
and ROE revealed similar pattern in terms of correlation and regression analysis. Finally, price
earnings and ﬁrm's size gave no signiﬁcant signal in
explaining variation in share price. To end up with,
the R-square obtained from the model is 35%, which
means that the variables mentioned in this study
can explain 35% of the variation in share price. So,
65% of the variation is not explained by internal
fundamental factors like ﬁrm performance, so other
factors and ratios may be considered by further
research.
Major constraints faced throughout the data
collection process of this study include the fact that
the sample had to be reduced from 23 ﬁnancial
institutions listed in Bahrain stock exchange
(Bahrain Bourse) to 19 institutions. This restriction
was made due to three main reasons. First, 2
ﬁnancial institutions have been excluded as they
suspended within the investment sector; these
companies are Bahrain Middle East Bank (BMB)
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and Taib Bank B.S.C. (TAIB). Second, United Gulf
Holdings Company B.S.C (UGH) has been
excluded due to data limitation as the company
been listed in 2017 which does not match the time
frame of the study. Third, Investcorp Bank B.S.C.
(INVCORP) has been excluded due to unclear
data. In addition, the number of units of the
analysis that is used in our research is considered
to be relatively small, which it will be difﬁcult to
ﬁnd signiﬁcant relationships from the data, as
statistical tests normally require a larger sample
size to ensure a representative distribution of the
population. However, this brings the attention to
the nature of the stock exchange in Bahrain, as
there are few companies listed in the exchange,
and that is due to the fact that Bahrain is a developing country that is reﬂected on the number of
listed companies.
Accordingly, the following can be considered as
limitations of this study and as such it is recommended
for investors, companies and interested parties:
Use EPS as predictor of share price in Bahrain stock
exchange. Investors are recommended to take care of
this variable and watch out earnings announcement
to know the performance and proﬁtability of a ﬁrm
and to take forecasted EPS into account as well.
Companies are recommended to use strategies that
enhance ﬁrm's proﬁtability and EPS to attract more
investors.
Pay attention to ﬁnancial leverage. Investors in
Bahrain should not consider high leverage companies in their investing decision as they provide
lower share price. Companies are recommended to
reduce level of risk and debt and not to use
aggressive debt strategies to attract more investors
favoring stable low risk companies.
Consider other macro-economic factors like inﬂation,
GDP, business cycles, interest rates etc. by investors
and conduct in-depth research before investing.
Use quarterly data analysis instead of annual data by
further research and investors to get better
dependable results.
Furthermore, based on the above-mentioned
limitations, the study recommends the following for
future research:
Although this study has selected a speciﬁc industry which is the ﬁnancial sector, however this
should be broadened further in future research by
expanding the sample and examining the relation
between the share price and different ﬁnancial ratios for the entire listed companies in Bahrain stock
exchange.
This study has shed light on the key ﬁnancial ratios, however it is important to expand the selection
of the different ﬁnancial ratios in future studies, as
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there are many important ﬁnancial ratios available
which are crucial for making investment decisions.
This would not only assist in understanding how a
company is performing but also helps the investors
in identifying and comparing the best companies
within the same industry.
This research has focused on a 7-years period
starting 2012 until 2018. However, it would also be
interesting to extend the period to include the years
during and post COVID-19. This can lead to a better
understanding of the effect of COVID-19 on the
relationship between the ﬁnancial ratios and the
stock price of companies listed in Bahrain stock
exchanges.
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